G ood government doesn't simply happen. To encourage good governance, one hopes that the incentives built into the structure of the government, political system, and possibly of the community civil society network will be sufficient. This is not easy. In a 1980 speech Deng Xiaoping chronicled his concerns with Chinese bureaucracy, citing an over-concentration of power, paternalism, life tenure, and the existence of all forms of special privileges. The result, he indicated, was an abuse of power, inefficiency, overstaffing, organizational redundancies, corruption, and irresponsibility (Hamrin and Zhao, 1995; Zheng, 1997) .
One of the ways that Chinese officials have worked to encourage greater efficiencies in state enterprises (mostly in the competitive sector) has been in using performance contracts (Shirley and Xu, 1997) . Performance contracts function as a formal agreement between the manager of a state enterprise and the government, in which the manager commits to achieve specific targets in a certain time frame, while the government promises to award that accomplishment in some fashion (Shirley, 1998) . However, Shirley and Xu (1998) showed that on average the performance contracts did not improve productivity in China's state enterprises and may even have reduced it. However, for the small portion (2.2%) of the total analyzed contracts that contained good elements-features that helped reduce information asymmetries, established effective incentives, and convinced managers that government promises in contracts were credible-productivity growth rates increased by 10 percent.
Ensuring efficient and effective organizational performance is difficult in all circumstances. However, government agencies are typically confronted by an even more complicated set of circumstances. The environment of government produces different management incentives from those of industry because the underlying conditions-clear incentives, transparent information, and unified principals-are rarely as simple. And establishing incentives is particularly difficult in government because their products are generally not easily measured, like profit or sales are for the private sector, and there are rarely external benchmarks or competition for comparing agency performance. As a result, it can be difficult to both evaluate program and managerial performance, as well as to motivate it with financial or administrative incentives. For government to be effective, it needs to ensure that adequate incentives are present for program managers. Direct oversight may partially compensate in the short run for inefficient budget incentives, but ultimately, a lack of structural or institutional incentives will generate inefficient fund allocations and ineffective program administration. Thus, the design of a budget, like the design of any contract, will determine how the contract is fulfilled. This paper describes how to develop an effective system, by which we can assess government performance, and thereby be in a position to offer rewards and penalties based on that performance. Using incentivized performance measures, program managers may be motivated to find the most effective ways to accomplish program goals, as well as increasing their operating efficiency. Abstract: This paper examines the current situation of public management in China and the potential that management reforms might bring improvement. The primary goal of the paper is to examine the opportunities that incentivized performance measures have to enhance that agency management. The paper analyzes the conditions for how performance information can be fashioned into a metric, which is contractible. It then looks at the types of incentives that can be tied to the metric. It also considers the flexibility of the government agency, the central budget office, and the oversight entities, and the roles that each plays in ensuring successful implementation of a performance management system.
The paper starts with a general discussion of some of the issues and concerns affecting Chinese bureaucracy. The paper then describes criteria for successful design of performance measures as metrics. To make use of performance measures for incentives to improve agency management, there must be consequences for good or bad program performance. Therefore the paper reviews the array of different budget and management tools that a central or regional planning office might use. Finally, the paper describes the various oversight entities that can review program or agency performance to ensure that the performance measures are used, and do not just become administrative make-work for the agencies.
Chinese Bureaucratic Performance and Public Management
Even as the Chinese private sector has grown enormously and displayed great advances in efficiency, questions about the public sector's performance remain. Unlike private sector entities, bureaucracies do not survive entirely on the basis of their profitability. Moreover, both the mission of a bureaucracy and its environment are quite different than that of the private sector. As such, the incentives for efficiency are not as strong in bureaucracies as in the private sector.
Chinese bureaucracies have faced a peculiar and challenging environment in recent years. Over the past decades, there has been an expanded decentralization of the bureaucracy, coupled with increased authority for agencies to raise their funds locally. Decentralization has meant fewer revenues from the center for provinces that had grown more affluent. This has, of course led both to the search by localities for increased sources of revenue, as well as decreased control by the center on how these funds were spent (Ma, 1996) . Decentralization also meant decreased supervision of bureaucracy, both by establishing more first-in-command management with limited accountability, as well as making oversight entities more distant and less effective. There have been great consequences for how the bureaucracy behaves.
The process of decentralization and restricted appropriations made it imperative for agencies to seek out additional funds to maintain (and expand) operating capacity and to guard against swings in revenue. Also, another result has been that managerial autonomy grows as fund sources become less transparent to outside observers and more subject only to the agency manager's own decisions. Finally, in building businesses and adding resources, there are the bureaucratic rewards associated with managing a larger, more prominent enterprise. These incentives generally encourage bureaucratic expansionism, decreased outside scrutiny, and lower efficiency.
Thus, over the decades, Chinese government agencies have developed a general tendency toward seeking self-sufficiency, regardless of the size of the organization. Each government organization has sought to become de facto managerially independent of other government agencies by seeking control of as many resources as possible (Zheng, 1997) . For instance, many government agencies now have their own dining halls, kindergartens, clinics, shops, transportation systems, construction companies, etc.
These problems are also seen in many of the state holding companies, for example. These companies suffer from ambiguous oversight and multiple lines of supervision, with limited financial and programmatic monitoring (Lo & Lee, 2001 ). In addition, the incentives of the top management are to grow larger and become more diversified -thus revenue enhancement and size matter most, along with ensuring good political relations with one's government superiors (Lo & Lee, 2001) .
The loose controls on government funding are especially prominent at lower levels of government, in which the informal agency strategy of "raising some, borrowing some, moving around some, mortgaging some, accepting some" seems to dominate (Lü, 2000, p. 218) . Bureaucratic agencies frequently will set up businesses as economic subsidiaries for the purpose of generating profits. The growth in business opportunities encouraged some bureaucracies to neglect their duties and focus instead on personal gain (Ma, 1996) . The bureaucratic agencies' operation lies outside the formal state budgetary process and personnel management system, blurring the mission, goals, and expected function of the government agency. These government-sponsored businesses are also nested within a network of reciprocal behavior and potential insider favoritism.
One consequence is that some government agencies may participate in rent-seeking arrangements; that is the lobbying by state-owned, bureaucratic businesses, or private enterprises for special treatment. In such a case, government resources are diverted or regulatory treatment is altered to favor particular entities for non-programmatic reasons. Administrative rent-seeking has grown considerably in recent years, with more than 10 billion yuan worth of rents collected by officials and agencies endowed with regulatory power or monopoly, such as in the banking and finance sectors (Lü, 2000) . Factors that are said to contribute to rent-seeking include insufficient budgetary appropriations for the government units, plus a continued expansionary pattern for the bureaucracy, coupled with the lack of a hard budgetary constraint for agencies (Lü, 2000) .
Moreover, on the state and lower levels, agencies may seek additional funds and less bureaucratic dependence through the so-called san luan; that is, illicitly imposing fines or fees and apportioning forced donations. Without tight supervisions, agencies seeking out additional revenues outside the budget process can produce excessive and irregular charges on the local population (Lü, 2000) . In 1995, it was estimated that extra-budgetary funds amounted to 38 billion yuan. Although the original intent of extra-budgetary funds may have been to encourage local governments to have an incentive to participate in economic development, some unintended consequences have emerged as the funds took on a life of their own. Certainly, although not all the extra-budgetary charges are illegitimate, nonetheless, they all tend to reduce the ability of an external agent to control funds expenditures and assess performance.
With respect to supervision, the nomenklatura system may not offer an ideal mechanism for managerial oversight. The system makes party committee "bosses" of all party and government officials, one level down. To the extent that the party officials have more knowledge in ideological issues than technical concerns, they are more likely to emphasize their interests. In addition, when technical information on program performance and management are poorly accessible and difficult to interpret, the incentive to focus more on non-performance concerns is heightened. In addition, the cadres have incentives to expand service organizations in order to augment the numbers of leading positions. When an agency creates a self-financing service organization, it is adding positions to the cadre management system (Lo & Lee, 2001) . Promotion in a service organization is the same as promotion in an administrative agency.
As additional countervailing forces, traditionally, the Party stressed ideology and mass campaigns as incentives for the cadre and bureaucracy. Ideological indoctrination was viewed as the most important device in controlling the bureaucracy (Ma, 1996) . A competing traditional influence is that of guanxi. As a potential response to uncertainty in Chinese politics, guanxi does not encourage system-wide efficiency. Given its reliance on social networks and gift exchange, the guanxi system tends to shift program performance away from its most efficient outputs to allow for the betterment of individual managers and their social connections.
These elements collectively help to create an environment in which Chinese bureaucratic organizations are less likely to achieve efficient outcomes for society. However, if this background on Chinese bureaucracy should sound slightly pessimistic, it shouldn't be surprising. Management and budget reform initiatives for the public sector are often proposed, but to little success to date. This paper offers an approach to potentially enhance the efficiency of Chinese bureaucracy by using performance measures.
Using Measurement and Reward Systems to Improve Program Performance
Performance measurement is a tool to assess the quality of an agency's management and to motivate improved program administration. It is also associated with "results-oriented" budgeting (or "performance budgeting"), which aims to link budgetary decisions to changes in performance. Through the use of performance measures, a "principal" tries to encourage improved program management by focusing managerial and/or public attention on program outputs and outcomes, not just input levels. Using performance objectives could therefore generate improved program outcomes and enhanced accountability. The idea was to provide managers the flexibility and authority to produce appropriate goods and services while being held accountable for achieving the agreed-upon results (Rasappan, 2000) .
In the United States, the FY 2002 President's Management Agenda (OMB, 2001) described the goals:
Everyone agrees that scarce federal resources should be allocated to programs and managers that deliver results. Yet in practice, this is seldom done because agencies rarely offer convincing accounts of the results their allocations will purchase. There is little reward, in budgets or in compensation, for running programs efficiently. And once money is allocated to a program, there is no requirement to revisit the question of whether the results obtained are solving problems the American people care about. … Improvements in the management of human capital, competitive sourcing, improved financial performance, and expanding electronic government will matter little if they are not linked to better results. (OMB, 2001, 27) Performance Measure Quality The goal of a performance measurement system is to establish a de facto contract in which the agency receives funding based on actual measured results. Performance-based budgeting "would mean that money would be allocated not just on the basis of perceived needs, but also on the basis of what is actually being accomplished" (OMB, 2001, p. 7) .
The criteria for good performance measures reflect the degree to which a program's progress can be assessed. A good metric would allow an outside entity to measure relative progress toward a program target, as well as in comparison with similar actors pursuing similar goals. However, government programs often include an array of complex, multidimensional performance elements. The central budget office would prefer to have a benchmark to compare against annual performance to establish appropriate progress. However, because of the complex nature of the government program, it may be difficult to find comparisons with other programs, whether in the public or private sector.
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To evaluate performance, one can rely on either outcome measures or output measures. Each has its advantages and disadvantages. Outcome measures aim to directly measure progress toward the actual program goals. Thus, a program may work to reduce water pollution, raise the incomes of poorer rural communities, or educate the public on public health. What sounds straightforward, however, is anything but. Measuring progress over time (i.e., evaluating progress based on past performance) can be very difficult. For example, a program's contribution may be overwhelmed by environmental factors. Or, it may be invariant in the short run or relates to deterrent behavior (OMB, 2003) . Outcomes may be temporally distant or difficult to measure, and program impacts may be commingled with the effects of multiple programs. Although using the measures may move the agency in the right direction, the level of environment noise inherent in the measures causes it to be a poor motivator for improved management (Baker, 1992 (Baker, & 2000 Feltham & Xie, 1994) .
As a result, most outcome measures may not be readily contractible. It is well understood that evaluating agency management is difficult when progress to program goals reflects factors separate from the program's performance. Overall, for a performance measure to function as a useful metric, it must clearly show the effect of agency management decisions, otherwise it is useless.
The alternative to using outcome measures is to use output measures. The purpose of output measures is different. These behavior-based measures seek to reduce measurement uncertainty. Unlike outcome measures, which may be 'noisy,' output measures show specifically what the agency did. They indicate the number of plans written, the numbers of farmers visited, and the value of the fines processed. Measures may be clear, simple, and transparent, even less costly to monitor.
Unfortunately, whether these output measures are very reflective of the agency's mission is a separate question. Thus, the risk associated with relying on output measures to motivate performance is that the agency will be steered toward less-productive tasks. Output measures do not distinguish between unproductive busy-work and valuable contributions. Agencies are likely to be locked into the same production processes, just aiming to produce more of each of the output products (the plans, agreements, site visits, etc.) without regard to how these help accomplish the overall mission of the agency.
So, in using performance measures does the central budget agency have to choose between measures that are unreliable and those that distort the agency mission? Furthermore, if the program has multiple outcome measures, as well as multiple output measures, how should the central budget office treat these measures? How should the budget office respond to the plethora of different measures?
One idea-to exclude some measures-is not a good one. Consider the story of the blind men describing the elephant: when each was able to touch only a part of the elephant, their description was flawed. Only by collectively assessing the creature could they produce a good estimation of the animal's appearance. So too with performance measures; leaving out some measures leads to a distorted understanding of the program (Rose-Ackerman, 1986) .
What happens when incentives are tied to an incomplete set of performance measures? The ensuing 'low-powered' incentive scheme reflects the case when an agent is rewarded or punished only a small fraction of his total performance (Holmstrom & Milgrom, 1991) . The result is inefficient, with the agent emphasizing the more visible and highly rewarded job elements and ignoring others (Rose-Ackerman, 1986; Dixit, 1997) .
Therefore, it is necessary to include all of the program elements in the performance measurement system. This is particularly true in China. In China, the commingled finances and performance measures of the bureaucratic businesses makes performance and financial evaluations difficult. To influence behavior, a central or regional budget office must consider not just the quality of individual performance measures, but how the bundle of measures is tied to the incentives.
One preferred solution is to combine different measures in an index of measures. The budget office can test the index's coherence by using Cronbach's Alpha as a measure of the index's internal consistency and reliability. Still, determining the weights to use in constructing the index is not obvious. Regression analysis (e.g., regressing an outcome measure on the various outputs, as adjusted by environment conditions) may help create weights. But in many circumstances, the index will need to be tested using simulations or other techniques.
One problem in using an index of different measures is that when different portions or aspects of a program show different degrees of efficiency and effectiveness, one cannot respond to the elements separately. For example, one program within the U.S. Department of Agriculture is charged with preventing soil loss, improving farm incomes, reducing water quality degradation, etc. Given these numerous goals, with a single index, it is not possible to react to whether the program components are performing effectively, or should be performing these functions better.
As long as program performance measures are generally isomorphic (i.e., moving in the same direction at a similar pace) and consistent with the same program missions, the use of the index encourages the agency to experiment with program design to maximize the index results. To the extent that the content of an index becomes less isomorphic and the weighting of performance measures in the index, subjective, the program results may be distorted. For example, if an agency is tasked with both responding rapidly to customer concerns and in fully satisfying the customers, the weight placed on each of the two performance elements in an index will determine the emphasis it receives. In the worst case, an agency may be diverted into less productive paths because of a poorly analyzed index.
An index cannot be effective if the program's measures are mutually exclusive, as indicated by a negative correlated in a correlation/covariance matrix. For example, the U.S. Forest Service's goals traditionally have included timber production and environmental protection; not surprisingly, this combination of missions has frequently led to conflicts. When the correlations between performance measures are negative, then combining the measures in an index will not produce meaningful incentives, just agency compromises based on the relative incentivization the measures have received.
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If performance measurement is doomed as a tool because the program is tool complex, with program goals operating at cross purposes, one solution is to redesign the program. Relying on program design as a way of creating programs that can be const efficiently monitored is a long standing strategy for the principals in the principal-agent relationship (Macey, 1992; Tirole, 1994) . By reconstituting a program into more harmonious units, the resulting program structures may lead to improved performance in each new entity (McCubbins, 1990) . The resulting organizational units -designed for isomorphic goal configurations-may develop better institutional cultures, as well, conducive to more enthusiastically pursuing the new program missions.
Management Tools as Incentives
What has been discussed thus far has been the development of a metric: a device to assess performance. It has been argued that an inexpensive monitoring capability and unbiased assessment device is a necessary starting point. This subsection describes how we can use these performance measures by tying it to a management or budget tool and so thereby motivate efficient agency behavior.
A few points to observe, however. First, incentives do not work if there are no opportunities to vary agency management decisions, and alter the program design or delivery. With sufficient incentives, agency heads are motivated to reconstruct the program. If the incentive is linked to a particular outcome, such as improving a river's water quality (i.e., less pollution), then an agency head is motivated to try many different approaches, whether punishing farmers who let cattle go into the river, taxing factories for polluting, or rewarding citizens who clean up waste in the river to best accomplish that outcome. Sometimes, however, an agency is required to carry out a program in a certain way or to deal with a particular population. In that case, the possible benefits of adding incentives are reduced. With reduced freedom of action come reduced potential benefits from incentives.
In the same fashion, the incentives provided have to be sufficient to overcome incentives from other sources. Public bureaus are often subject to multiple principals or interested parties with influence. Thus, the process of determining their funding is 'political' in that the multiple principals may each have different objectives. Consequently, two forms of inefficiency may result. First, the original program mission may be a compromise among the principals with each gaining some elements, but producing confused, contradictory, or complicated goals for the agency. Second, as part of the ongoing interaction among the agency and the principals, the formal program goals are inevitably augmented by hidden goals of the principals. Moreover, in government, with multiple principals, none of the principals acts a residual claimant. Revenues generated (created in the process of the bureau selling or distributing its output) are not to the clear benefit of one party. Thus, the true set of incentives facing the agency managers are based on their maximizing agency utility given the sum of the principals' formal and informal or hidden goals and corresponding potential rewards.
There are different tools that a regional or central budget or planning office can use to influence program management and agency incentives. Ultimately a performance measure would be linked to a specific motivating management tool. The tool can be linked to a single-outcome performance measure or to an index made up of a weighted average of multiple measures. The incentive must be sufficiently large to motivate behavior. If the agency is receiving significant financial resources from nongovernmental or other sources, the potential effect of a government incentive will be reduced. Incentive devices to affect agency management include:
Public disclosure and public pressure. Simply providing increased transparency on program management can augment performance. The goal then is to develop ways of increasing the quality and availability of standardized information about an agency's activities (e.g., the U.S. Government Accountability Organization's list of "High-Risk Agencies;" those agencies with especially poor financial management). The management incentive is brought about by the "sunshine" of public disclosure. For financial management, there should be an audit trail composed of visible actions taken by identifiable officials. Actions taken counter to regulations should be flagged for review. The more transparent the process, the more standardized the information, the cheaper it is to monitor.
Regulation/Mandates. Requiring that agencies adopt regulations that limit their discretion. The controls rule out less-effective program management and operations (e.g., requiring cost-benefit analysis for water projects). The performance measure reflects the status of the agencies' adoption of these regulations, which is relatively easy to measure. Similarly, for financial management, the more objective the process (e.g., an official must select the low bid in awarding a procurement contract), the fewer the rents available. Regulations are only as good as the state's ability and willingness to supervise and enforce the measures.
Material incentives through appropriation or taxation. Directly motivating agencies through the use of incentives. This approach is based on providing incentive payments to encourage procedural adoption, such as the use of a cost-benefit analysis, or to encourage improved program management (e.g., contingent funding available upon achieving program targets). Good management gets a financial or other kind of reward that could go to the program or to the group of individuals (Dixon, 2001) .
It is important to distinguish between program needs and management. For example, a hospital that is under-performing may still warrant additional funding, even if the management is poor. One does not stop offering service to patients because of the hospital's poor leadership. One must have a separate incentive for the management, independent of the funding, and based on program or sectoral needs.
Market devices. Establishing competitive internal markets for determining program funding. Relies on the redundancy that ministries create during "empire building." When different bureaus or ministries offer analogous programs, they would then have similar program capacity. Thus, teams across agencies could compete to provide a service, whether managing a geographic site or providing a service, like an environmental review for which a contract would be awarded. A performance measure is needed as the rubric for assessing the basis for awarding the contract.
As initially described in this paper, many Chinese government agencies have created their own funding sources, legally and illegally, through new businesses, fees, fines, and donations. For a performance measurement system to function, all funds must be covered through the system, not just those funds that are placed on-budget. 4 It is difficult to argue that government efficiency is appropriate only for the visible transparent on-budget funds, but is an unnecessary luxury for off-budget accounts. Therefore, funds gained through fees and other sources would have restrictions placed on their use, just as are funds gained from appropriation. Likewise, revenue transfers between funds gained from appropriations, businesses, or fees should be controlled and maintained for their specific purposes. The source of the funding is not important in ensuring the efficiency of the expenditure.
In addition, because agencies are rewarded for their program outputs or outcomes, based on the performance measures and programmatic targets selected, if the agencies themselves are the primary authors of the performance measures, it is unlikely that useful measures will result. Agencies will design measures to best aid the agencies slated to receive additional resources. Thus, an outside entity is necessary to oversee first the design and selection of performance measures, then to allocate rewards so as to encourage agencies to take the measures seriously. The next subsection discusses the role of different outsider auditors or overseers.
Effective Personnel Management and External Oversight
Performance-oriented management (or really any good management) requires certain building blocks. Prerequisites include adequate core administrative support systems, such as public financial and personnel management systems (Reid, 1998) . In addition, without adequate compensation for civil service employees, reforms can be undone in a hurry. For a system to be successful, one needs to start with the fundamental laws and rules encouraging good performance and controlling corruption, including: personnel laws (controlling against favoritism and nepotism in hiring); financial management (requiring standardized, auditable records of transactions, inspectors general offices), and procurement laws (no sole source contracting, competitive bidding, etc.).
These laws and rules do not operate on their own. That means that there must be a mechanism for the oversight and enforcement of laws and rules. In addition, there must be a reward for good program management. If the performance quality is ignored, largely in favor of political loyalty for example, then there is little reason for managers to emphasize their job performance as opposed to currying favor through gift-giving. Effective performance measures are only valuable if they are used.
China already has many of these formal laws and civil service procedures in place so that management problems have focused more on improving the implementation of these laws and regulations. For this, a Ministry of Supervision and the bureaus of supervision in the administrative agencies are empowered for oversight and enforcement. However, with respect to management concerns, this institutional arrangement has focused more on the investigations and criminal conduct, and less on administrative efficiency-enhancing procedures. Similarly, while the party discipline inspection committees have the authority to investigate and penalize behavior ranging from political, moral, and personnel misconduct, and fiscal mismanagement (Manion, 2004) , they do not focus on general program management.
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To gain greater traction in increasing efficiency, performance measures are a beginning, but, in addition, external institutions should motivate their relevance, that is, to assess progress and establish incentives to help control against malfeasance, sloth, as well as corruption. In general, whenever the oversight entity is either internal to the organization or the hierarchy or engaged in repeat transactions and capable of building an extended relationship, then enforcement may be less effective. In China, the bureaucratic autonomy associated with first-in-command in a decentralized system means that the same entity is responsible for its own evaluation. Another problem results from the cadre system as program performance evaluation is carried out internal to the system, therefore independent program assessment is lost. In such a circumstance, the evaluation and enforcement of program management, procurement, and accounting procedures should be circulated to different oversight individuals, and rely on an unfamiliar, externalized relationship so that an agency or a cadre has a more difficult time assuming comfortable and dependable relations.
Chinese cities and other political jurisdictions can rely on a variety of different auditing and/or enforcement and reward systems to build efficient, impartial program delivery systems. Which institutional arrangement is chosen will also influence the type of management tools chosen. A few alternatives include:
Outside review by "residual claimant." Basic procurement regulations should be drafted outside the ministry itself by a disinterested expert agency. For example, in Denmark, the National Audit Office, which is independent of the government and reports only to the Parliament, plays a prominent role in auditing performance information. Similarly, audits should be conducted by an outside entity. Moreover, to ensure appropriate incentives so that the reviewing or supervisory officials are not corrupted, one option is that the auditors receive a portion of the value for any corruption detected. This places the auditors in a comparable position of the residual claimant to the state/organization's rents, and therefore, eager to find cases of corruption. The nature of the enforcement-reward or punishment-of the agency, after a reviewer's evaluation and notification can come from various sources, such as the central budget or planning agency.
Competitive oversight. If multiple entities provide oversight over different agencies, the opportunity increases for a group to observe noncompliance with rules or to assess a penalty for poor performance. When the oversight entities are themselves rewarded for their unbiased assessment of poor performance or fiscal inadequacies (through promotions or bonuses), then managers in each agency are attentive to what their counterparts in other oversight agencies might observe and report (because it would reflect badly on them to be 'scooped'). In the U.S., for example, oversight agencies include the White House OMB, the Congressional Budget Office, the Government Accounting Office (GAO), and the Inspectors General in each Federal department. The agencies provide somewhat redundant functions, except are accountable to different principals. These agencies both evaluate and report on management and performance. Some are in a position to directly reward or punish the agency, whereas some rely entirely on disclosure.
Community "fire alarms" as oversight mechanisms. Too often the focus on poor performance or corruption considers only the dyadic environment of the agency and program recipients, or bribe taker and the briber. In fact the environment is larger. Acknowledging the high cost of direct monitoring, the state can instead turn to those who may be more directly knowledgeable, the community. Thus, community members and local community groups can act as watchdogs or "fire alarms," reducing information asymmetries held by the government bureau by involving the public and using their knowledge of government performance (Epstein & O'Halloran, 1995) . Nongovernmental community organizations could be selected in various communities to conduct customer surveys and rate their bureaucracies. Directed by an external central government management agency, the process would include personnel awards or agency budget increases going to the highest-rated government bureaus.
Commitment Devices
In providing incentives for program managers, the certainty of the reward or punishment for the agency matters. Unlike a salary, the basis for which is clearly understood by both parties, the performance contracts often do not establish certainty of a reward for good management (or punishment for bad management).
Discretion is the enemy of powerful incentives. The more a performance reward system appears inflexible and objective, the more seriously the agency officials will treat it. The reward for management success, as evidenced by the performance measures, should not vary based on the political interests or current preferences of political officials. If productivity is not rewarded by the system, agency performance will not improve (Klay, 1987; Swiss, 2005) .
If a performance management system is meant to generate the visible, predictable consequences for agency behavior the multiple principals must create binding commitments that ensure that they honor the de facto performance contract. The more their interests can be harmonized and the reward system formalized, the more effective the management system.
The commitment devices can rely on personnel, administrative, or financial rewards. The principals can embed commitment devices in performance contracts, relying on either informal inter-organizational agreements or formal regulations (e.g., published in an official venue). Finally, agreements can rely on self-enforcing mechanisms, like internal markets, where appropriate.
Conclusion
There is a special environment of for all public sector bureaucracies, which generates incentives, particular to government. The public sector is usually characterized by a combination of funding (at least in part) from taxes and regulatory actions (not just product sales); pervasive asymmetric information between principal(s) and the bureaucratic agent; multiple program goals (not just profitability); and the presence of multiple principals for a given bureaucratic agent. As a result of these influences, government agencies are generally subject to fiscal and managerial incentives that prompt programmatic inefficiencies. Are there ways to overcome these dysfunctional influences so that government agencies can enhance their performance? This paper examined whether performance measures can serve as a means for evaluating bureaucratic performance and program design. That answer depends on several factors. The first challenge comes from what is being measured. Many of the programs offered by public agencies are distinguished by complex and multiple goals. In addition, these complex goals may be invariant in the short run, complicated by a lack of external benchmarks for comparisons, subject to measurement error, or reflect the contributions of many programs (thus confounding an assessment of individual program contributions). As a result, it is difficult for a principal (or outside watchdog interest groups) to evaluate bureau performance. When one can only poorly assess program performance, the quality of management decisions, or even know which agencies are primarily responsible for outcomes, it is difficult to gauge performance and accordingly, to encourage accountability and efficiency.
As a result of the imperfect, unreliable information generated through the performance measures, measurement error is inevitable. Thus, Type I and Type II errors (funding unworthy programs or not funding worthy programs based on incorrect performance measurements) will lead to funding inefficiencies.
The central budget office faces an additional type of challenge. Governments have an inability to guarantee funding according to performance. When program needs change, based on societal needs, funding for a program generally declines, even if program performance was excellent. Allocations to the highest priority purposes may be inconsistent with maintaining performance incentives. In addition, it is often unclear how a central budget office should react to a program's failure to achieve goals listed in a strategic plan. Should the offending agency be penalized with less money, even though supporters assert that they need more funding to achieve the performance goals?
This paper described an approach that the Chinese government can take to potentially yield improved management and better program outcomes. It is not a foolproof system. A central budget office must assess each program to determine the goals to be monitored. The performance measures generated need to be complete and cover all elements of the program's mission. To leave out any program element is to ensure that it does not get done.
The resulting set of performance indicators need to be contractible. One way to simplify the array of different performance measures is to consider them as part of a package, not viewed separately and independently from each other. The central budget office can use an index combining outcome and output measures.
The central or regional budget office must match the weighted performance measurement index to budget or management instruments. The accomplishment of performance targets/strategic goal is tied to rewards. Part of the unfortunate consequences of a performance budgeting system is the risk of unintended consequences, which lurks whenever a budget line is tied to a performance measure, while neglecting or undervaluing other program performance elements.
On top of the design of the performance measures and incentives, several additional elements stand out for each of the actors in the process:
The agency: Can an agency react to performance information by altering program design elements or vary the program delivery mechanism? It is important to know if the agency supposed to improve performance based on the new incentivized measures is empowered to do so.
The budget office: Can the budget process distinguish between sectorally derived program needs and management-driven rewards, between the consequences of environmental changes and the consequences of administration on program performance? In addition, are the incentive devices conditional or inflexibly committed? Performance must be rewarded. Program managers will discount any incentives that are conditional on exogenous conditions. The commitment devices need to incorporate the reactions of all the relevant principals who are important in motivating agency behavior.
Oversight: Independent, motivated watchdogs are important to reduce informal dealmaking and encourage transparency to help reduce incentives that undermine the performance system.
A point of caution however is useful in viewing these instruments. For the United States, the FY 2002 President's Management Agenda concluded that:
In 1993, Congress enacted the Government Performance and Results Act (GPRA) to get the federal government to focus federal programs on performance. After eight years of experience, progress toward the use of performance information for program management has been discouraging. According to a GAO survey of federal managers, agencies may, in fact, be losing ground in their efforts to build organizational cultures that support a focus on results … Agency performance measures tend to be ill defined and not properly integrated into agency budget submissions and the management and operation of agencies. Performance measures are insufficiently used to monitor and reward staff, or to hold program managers accountable … [and] the General Accounting Office reported that the majority of federal managers are largely ignoring performance information when allocating resources. (OMB, 2001, p. 27) The point of including the above description is that the process is difficult and success is uncertain. Contrary to many of the claims of New Public Administration enthusiasts who advocate the widespread use of performance measures, aligned with budget system appropriations as a means of obtaining increased program efficiency and effectiveness, performance budgeting successes are often more anticipatory or anecdotal than actual. In general, there is often little in the way of empirical evaluation of management tools before states have attempted their widespread implementation.
As a result, it is invariably better to phase-in the implementation process. Moreover, it may be useful to rely on an experimental design for testing administrative reforms. Similar programs in different regions can be matched. Then, one of the programs would be randomly assigned to act as control or treatment, in which the treatments would reflect the attempt to tie management/budget tools to program goals. Then, a program under one performance system can be compared to a similar program under another. Using this type of approach, the efficiency of management innovations can be tested before they are implemented, rather than the current approach of implementation and subsequent argument and justification.
